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On July 9, after nearly a year of negotiations, Brazilian officials announced the conclusion of a
restructuring agreement on US$44 billion in medium- and long-term debt owed foreign commercial
banks. The amount includes about US$4 billion in interest arrears. According to President Fernando
Collor de Mello, Brasilia obtained a 35% reduction on principal, and fixed interest rates for up to 30
years. In an interview with TV Globo, Economy Minister Marcilio Marques Moreira told reporters
that Brazil will have 30 years to repay the debt, using bonds to make the payments rather than hard
currency. Next, he said the agreement specifies an annual interest rate of 4% until 1998, at which
time the rate will increase to 6% per year. The deal still faces final approval by the Brazilian national
senate and hundreds of banks. Ernest Brown, an international economist at Wall Street investment
house Salomon Brothers Inc., said that it was impossible to say how much debt service Brazil will
end up paying, because the banks have several options for settling the debt. According to previous
statements by Economy Minister Marques Moreira, Brasilia offered the banks US$3.2 billion in
payment guarantees in the form of US Treasury bonds. The bonds were purchased with about
US$1.6 billion in foreign reserves, and borrowed money from the World Bank, Inter- American
Development Bank (IDB), the International Monetary Fund (IMF) and two commercial banks.
Under terms of the agreement, creditor banks can choose among at least six options. The economy
minister believes the majority will select two options, both involving conversion of outstanding
loans into 30-year bonds. As suggested above, the "par bond" leaves face value unchanged, and the
annual interest rate is fixed at 4% over the first four years, and 6% per annum thereafter. The second
bond option involves a 35% reduction on face value. In January, the Brazilian government reached
agreement with the IMF on a US$2 billion stand-by loan. The following month, Brasilia finalized
a restructuring agreement with Paris Club government creditors on US$21 billion in debt. [Basic
data from O Globo (Brazil), 06/30/92; Notimex, 06/07/92; Spanish news service EFE, 07/08/92; Agence
France-Presse, 07/01/92, 07/07/92, 07/09/92; Associated Press, 07/09/92]
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